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BAY CITY, MI 48708

CALL TO ORDER

ROLL CALL

MINUTES

A
B.

OCTOBER 11, 2011 REGULAR MEETING
OCTOBER 11,2011 ACTUARY MEETING

PUBLIC INPUT

PETITIONS & COMMUNICATIONS

A,

WENTWORTH HAUSER VIOLICH - - LARGE CAP CORE
1. JEFF COBURN AND REINER TRILTSCH

BECKER BURKE & ASSOCIATES
1. THIRD QUARTER REPORT

PORTFOLIO VALUE 1/1/10 THROUGH 11/2 /11

MONEY MANAGERS ON WATCH - EFFECTIVE DATE

1. DENVER INVESTMENTS - 12/15//2009
PORTFOLIO ENDING 9/30/11
2. MARVIN & PALMER - 6/1/2010
PORTFOLIO ENDING ENDING 9/30/11
3. WENTWORTH HAUSER & VIOLICH - 9/14/10
A, PORTFOLIO ENDING 9/30/11
B. INVESTMENT RETURN ENDING 10/31//11
MONEY MANAGER REPORTS

COLUMBIA - ENDING 9/30/11
CORNERSTONE - ENDING 9/30/11
EAGLE ASSET MGMT - ENDING 9/30/11
HOTCHKIS & WILEY - ENDING 9/30/11
INTEGRITY ASSET - ENDING 9/30/11
LOOMIS & SAYLES - ENDING 9/30/11
MACKAYSHIELDS - ENDING 9/30/11
SCHRODERS - ENDING 9/30/11

NS R W R

CORRESPONDENCE FROM LOOMIS SAYLES

1. REQUEST TO CHANGE PORTFOLIO BENCHMARK
BNY CONVERGEX GROUP
1. PLAN SUMMARY ENDING 9/30/11
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H. NORTHERN TRUST
71 L. SUMMARY EARNINGS 9/30/11

I REFUNDS/RETIREMENTS
.................... I 10/31/2011

I CORRESPONDENCE FROM INTEGRITY ASSET

................... L. RESIGNATION OF MATT BEVIN, CEO

K. RE-BALANCE OF ASSETS
Ta4-T5 . 1. CORRESPONDENCE TO MACKAY SHIELDS AND
HOTCHKIS & WILEY
L. CORRESPONDENCE FROM DEPT WATER & SEWER
To-T8 . ...l 1. ROAD COMMISSION RESOLUTION AUTHORIZING

NOTIFICATION OF RETIREMENT OF DWS
EMPLOYEES

M. CORRESPONDENCE FROM ROAD COMMISSION

79-80 ... ..l 1. ROAD COMMISSION RESOLUTION AUTHORIZING

NOTIFICATION OF RETIREMENT OF ROAD
COMMISSION EMPLOYEES

N. REQUEST TO PURCHASE PREVIOUS SERVICE CREDIT
81-82 ...l L. ROBERT C. LEE, SHERIFF’S DEPARTMENT
0. REQUEST TO PURCHASE MILITARY SERVICE CREDIT
B3 o 1. THOMAS DEWEY, BAY ARENAC BEHAVIORAL
HEALTH
P. CLOSED SESSION

L. REQUEST FROM CORPORATION COUNSEL FOR
REVIEW AND APPROVAL OF MINUTES FROM
CLOSED SESSION OF QCTOBER 11, 2011 PURSUANT
TO MCL 15.268. CLOSED SESSIONS; PURPOSES

CLOSED SESSION FOR THE PURPOSE AUTHORIZED
IN MCL 268(H) “... TG CONSIDER MATERIAL EXEMPT
FROM DISCUSSION OR DISCLOSURE BY STATE OR
FEDERAL STATUTE...” HERE, THE FREEDOM OF
INFORMATION ACT , MCL 15.243(G), WHICH
EXEMPTS FROM DISCLOSURE “... INFCRMATION OR
RECORDS SUBJECT TO THE ATTORNEY-CLIENT
PRIVILEGE.”
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ANNOUNCEMENTS

A. NEXT REGULAR MEETING - TUESDAY, DECEMBER 13, 2012
@ 1:30 P.M. - COMMISSIONERS CHAMBERS, 515 CENTER
AVENUE - 4™ FLOOR, BAY CITY, M1 48708

UNFINISHED BUSINESS

A, MONEY MANAGER REPORTING SCHEDULE
1. SUGGESTION WAS MADE TO SCHEDULE FOUR

MANAGERS IN ONE DAY
NEW BUSINESS
MISCELLANEQUS BUSINESS

ADJOURNMENT




MINUTES BAY COUNTY EMPLCYEES’ RETIREMENT SYSTEM BOARD OF TRUSTEES
October 11, 2011
PAGE 1

The meeting, held in the Bay County Commission Chambers, 4th Floor, Bay
County Building, 515 Center Avenue, Bay City, Michigan, was called to
order by Chairman, Steve Gray at 1:31 P.M. Roll call was taken. All
trustees are present, except Ms. Carpenter.

1. Moved, supported and carried to approve the minutes as presented
from the regular meeting on September 13, 2011.

Mr. Gray called for public input. Corporation Counsel, Marty Fitzhugh
commented that there is an item on the agenda regarding non-duty
disability retirement for Kerry Walczak. Ms. Fitzhugh ingquired if WMs.
Walczak would be permitted to speak at that time. Chairman Gray states,
ves, she will be allowed to have public input at that time. Chairman Gray
moved on to petitions and communications:

Present today from Columbia Management are Alan Puklin and Rich Rosen.
They manage a large cap deep value portfolio. They provided a copy their
report to all Trustees.

Mr. Puklin started with an overview of what they do and how they manage
money. As a large cap deep value manager they look for stocks that are
undervalued the way they determine what value is. They look for companies
that are selling at a discount and that have the ability to grow their
earnings faster than the market is growing their earnings. They believe
that is how you make money, by holding stocks long term.

This has been a tough year, for the egquity markets in particular. The
economy continues to flow, unemployment remains high, however, U.S.
Corporations are in better shape that they have ever been. Their balance
sheets are extremely strong with a lot of cash on the balance sheets.
However, they have not been hiring, so unemployment remains relatively
high. Companies are hesitant to add workers or make investments until
they see actual signs of recovery.

The situation in Europe, particularly in Greece, the banking system in
France has really had a domino effect in the U.S. People don’t want to
put money in the stock market. 1In reality a lot of the names in their
portfolio that have come down very hard are still very solid companies.

On Page 16, they discuss their performance as of September 30, 2011. They
state their third gquarter was a tough one for them. They underperformed
the benchmark which is the Russell 1000 Value Index. For the third
quarter, they were (16.9) compared to the benchmark of (16.0). Year to
Date they are (10.0) compared to the benchmark of (10.6). They
outperformed the benchmark at the one year, three year, and five year
mark. On a Year to Date basis through last night, the portfolic is now
down 3.8% versus the (10%) it was at the end of September and the
benchmark is down 6.4%. They have made up for the month of October with
the portfolio up just about 7% versus 5.44% for the benchmark. They have
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not made a lot of changes to the portfolio they really believe in their
companies. They are long time investors and are not moved by short term
movements in the market.

Mr. Rosen took over at this point. They believe that over time stocks
will out perform bonds, and bonds will out perform cash. It has been a
tough period of time, but reflecting back, they feel there is a lect of
value there. He stated that so far this yesar our portfolio is down about
3%. When they invest irn stocks, they want to buy companies that have
earnings, because if they have earnings, they have cash o pay dividends
and cash to buy back stock and make acquisitions to reinvest in their
businesses. If they can grow their earnings then they have mere money to
raise the dividends and to increase their growth rate and return cash to
share holders over time. So even though the stock market is down, it is
growing earnings of about 11%. Pecple are running cut of stocks, but the
fundamentals are okay.

He also discussed the different sector weights and the top ten holdings in
our portfolico. Question was asked about turnover. The average turnover
in the portfeclio is about 20% per year, which is roughly five years that
they will own it. This year in a portfolio ¢f thirty five stocks they
scld two and bought two. He indicated that some U.S. companies are
bringing business back into the U.S. as the wage gap between the U.S5. and
foreign countries has shrunk, as well as shipping logistics back and
forth. It may be another ten vears before we see a real change, but it is
starting. They also expect a reform in the tax code in the next twelve to
twenty four months which will provide greater certainty and greater
incentives. When that happens, we should see more investment from
American corporations.

They conclude their presentation and leave.

2. Moved, supported and carried to receive the repcrt from Cclumbia
Management.

The next item on the Agenda is the appeal of Kerry Walczak regarding the
denial of her retirement disability. Ms. Fitzhugh offers the option to
Ms. Walczak to speak in the open session or in the closed session. Ms.
Walczak chooses to speak in open session. A copy of a letter from Ms.
Walczak, along with the Retirement Ordinance is passed out to all
Trustees.

Ms. Walczak addresses the Board of Trustees. She advises the Bcard that
hexr doctor has referred her to U of M for treatment, and she has an
appointment scheduled in February. She currently Jdoes not have a driver’s
license and is not sure if she will ever get one. She has been in
treatment for over a year and is on medication. She concludes her
remarks.

Ms. Fitzhugh comments that it is her understanding that after the Board

X
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meets in closed session today, a letter will be sent to Ms. Walczak,
advising her of the Board’s decision, therefore, there is no need for Ms.
Walczek to wait. Ms. Walczak departs and at this point, Ms. Fitzhugh
explains the procedures to go into closed session. 2 roll call vote is
needed to state the purpose for the record. In this instance the Board is
going into a closed session because Lhe material to be discussed is exempt
from release under MCL 15.243(1) (h). It is information, or records,
subject to physician/patient privilege. TIn addition, there is the Federal
Statute 45 CFR, Section 164.512 which concerns the privacy of individually
identifiable health information. When we talk about the health condition
of Kerry Walczak it won’t be available to the public via television
recordings or public minutes.

3. Moved, supported and carried for the Board of Trustees to go into a
closed session. Rell call vote is taken.

Mr. Brzezinski - yes

Ms. Carpenter - excused

Mr. Coonan - yes

Mr. Deaton - yes

Mr. Gray - yes

Ms. Peltier - yes

Mr. Pett - ves

Mr. Ryder - yes

Mr. Starkweather - ves

Mr. Gray asks Corporation Counsel, Ms. Fitzhugh, to review this process
for the benefit of new board members. At this point, the door to the
Chambers is lccked and at 2:10 p.m. they go into closed session.

At 3:24 p.m. they are back on the record.

4. Moved, supported and carried for the Board of Trustees to go back to
open session.

5. Moved, supported and carried to deny the appeal filed by Ms.
Walczak. The Chairman reguests a roll call.

Mr. Brzezinski - vyes
Ms. Carpenter - excused
Mr. Coconan -~ no

Mr. Deaton - yes

Mr. Gray - no

Ms. Peltier - no

Mr. Pett - yes

Mr. Ryder - yes

Mr. Starkweather - yes

o, Moved, supported and carried to receive the Portfolio Value report
1/1/10 through 10/5/11. Value today is $217 million.

3
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7. Moved, supported and carried to receive the reports from the money
managers on watch: Denver Investments, Marvin & Palmer, ending
83/31/11, and Wentworth Hauser & Violich, ending 9%/30/2011.

8. Moved, supported and carried to receive the remaining money manager
repcrts ending 8/31/11 from Cornerstone, Eagle Asset, Hotchkis &
Wiley, Loomis & Sayles, and MacKay Shields.

9. Moved, supported and carried to receive the Plan Summary from BNY
ConvergeEx Group ending 8/31/11.

10. Moved, supported and carried to receive the Northern Trust Summary
Farnings report ending 8/31/11.

11. Moved, supported and carried to receive the Refunds and Retirements
report for 9/30/11.

12. Moved, supported and carried to approve, with the change, the
Election Calendar for November and December 2011.

Discussion: It was noted that on the December calendar the Rocad

Commission was listed in error. It should be the General Group, and the

change was noted.

13. Meved, suppoerted and carried to approve the Request to Purchase
other government service time from Victoria Roupe.

Announcements:

The next regular meeting is scheduled for Tuesday, November &, 2011
at 1:30 P.M., Board of Commissioners Chambers, 4" Floor.

Unfinished Business: None

New Business:

Ms., Wright is requesting approval to travel to Chicago for a one day
training session on Octocber 25", 2011, at the custodian bank, Northern
Trust. There is no cost for the training, the only expenses would be for
travel and lodging, approximately $500.00,

14. Moved, supported and carried to approve travel expenses for Ms.
Wright.

Ms. Fitzhugh requested copies of letters from Ms. Walczak.
Miscellaneous Business:
Trustee Deaton shared with the Board an article he read on the Northern

Trust website regarding Milton Friedman. The article was about how the
economic recovery could take place.
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Adjournment:

15. Moved, supported and carried tc adjourn the meeting.

Meeting adjourned at 3:30 p.m.

Respectfully submitted,

Ol Yot

Crystdl Hebert
Finance Officer/Secretary

Transcribed by: Naomi Wallace




MEETING OF THE BCERS BOARD OF TRUSTEES COMMITTEE

OCTOBER 11, 2011

IN THE BOARD OF COMMISSIONER’'S CHAMBERS, LOCATED AT 515 CENTER AVENUE, 4™ FLOOR,

BAY CITY, MI 48708

MEETING CALLED TO ORDER BY: CHAIR STEVE GRAY AT 1:32 P.M,

OTHER PRESENT: RICK POTTER, JEFF BLACK, DANEAN WRIGHT, CRYSTAL HEBERT, MARTY FITZHUGH,

RICHARD ROSEN, ALAN PUKLIN, KERRY WALCZAK.

TRUSTEE 1 2 3 4 5 6 7 8 9 10
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TRUSTEE 11 12 13 14 15 16 17 ig 19 20
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GRAY Y Y Y Y Y

PELTIER Y Y Y Y Y
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The meeting, held in the Bay County Commission Chambers, 4th Floor, Bay
County Building, 515 Center Avenue, Bay City, Michigan, was called to
crder by Chairman, Steve Gray at 10:03 A.M. Roll call was taken. Aall
trustees are present, except Ms. Carpenter and Mr. Coonan.

Chairman Gray called for public input. Seeing as there is none, he moved
on to petitions and communications:

Present today from Gabriel Rceder Smith & Company are Cathy MNagy and
Rebecca Stouffer to present the Actuarial Valuation ending December 31,
2010. A copy was provided to all Trustees.

In addition to the full report, they have prepared a short presentation
which summarizes the results, and that is what they will go through today.
They touched on five specific areas. 1) Components of the Actuarial
Valuation 2) Highlights of 2010 vValuation 3) Asset Performance 4)
Historical Contributions and Funded Ratios 5) Locking Ahead.

Ms. Stouffer explains how they collect information on current active
members such as their pay, date of birth, and how long they have been
working for the County. For Retired members they collect information
regarding the form of payment they have chosen, the amount of their annual
benefit and how long have they been retired. There is also a subset of
numbers regarding deferred members, where they have enough time to receive
a benefit but are not vet eligible to draw the benefit.

Ms, Stouffer: We want to know what assets are available on December 31,
2010 to finance the expenses. What contributions have come in during the
year, what benefits have gone out, and what is the investment performance,
They also collect information on Plan provisions in order to medel the
benefits that we expect to be paid from the Plan. They need to know what
these benefits are going to be, what types of multipliers, and at what age
are they eligible tc retire. If you don’t make it to retirement but are
disabled cn the job, at what point are you entitled to draw a benefit from
the Plan. We take those Lhree components from the County and couple that
with our actuarial assumptions.

These assumptions are about how long we expect people to live. Given that
someone gualifies for retirement what 1s our expectation that a person
will retire. What do we expect for pay increases. We look at those
assumptions every five or six years, and dc an experience study. We look
at the actual experience of the Plan to see what really happened in your
Plan and we have actuarial assumptions that are approved by the Board.

All of these go into our valuation model. Our model will prolect out all
the benefits that they anticipate to be paid from the Plan. They go back
to the valuation date because that is the measurement point. They
calculate a Present Value of benefits. That is the total cost of the
benefits that they anticipate to be paid from the Plan.

7
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Ms. Stouffer explained Present Value of Future Benefits, Actuarial
Liability, Normal Cost and Future Normal Costs. Page 6 shows Employer
Normal Cost, Amortization of the Unfunded Accrued Liability and Computed
Employer Rate for the General Group, the five Outside Groups, and the
Sheriff’s Department. They look at accrued value of assets and compare it
to liabilities. 1If there are more assets than we need to cover the
liability then we have an over funding - a credit. Much like a mortgage,
they amortize that credit over a period of years. On the other side, if
there are not enough assets to cover all of the benefits, then we have a
small short fall. They will use a 30 year amortization period, and there
will be an additional add on to the requirement of the normal cost, and
will increase the contribution required.

In the 2010 valuation we have not had an experience that would make any
changes to the valuation assumptions. The second major reason there would
be a change in valuation results from one year to the next would be due to
benefit changes. For most groups there was not a benefit change for the
current valuation, however, the Road Commission did have some changes and
those changes were explained on Page 8.

Page 9, she discussed the Gain and Loss of the Plan. The overall loss
indicates that their assumptions were not met, and this happens all the
time. She discussed the smoothing method and how it is spread out over
five years. 7To the extent that we still have an investment loss, we will
see increases in the employer centribution rate.

Question was asked about the impact of new contracts with different
multipliers for new hires, as opposed to existing multiplier for current
employees and how this would be calculated intoc the next valuation. Ms.
Nagy responds that changes regarding new hires will nct impact the
liability of the existing employees. The majority of the people would
still have the benefits that are there now. We would see savings over
time as we hire more and more people into that lower benefit structure.
The contribution would trend down and eventually work its way towards what
would be the cost of the lower benefits tier. Making changes to new
hires does not decrease the cost of the Plan now.

Ms. Nagy discussed Asset Performance on Pages 13 and 14, and use of the
smoothing technique. Some discussion regarding the return assumption of
7.5% and the impact of the market. Ms. Nagy states that Bay County has a
well funded Plan and it is probably the best funded Plan that she works
on. Page 15 through 21 shows historical information for the different
groups from 2004 through 2010. She compares Normal Cost to actual Annual
Employer Contributicns and the Funded Ratio. They use techniques to
smooth things via the funding method, the asset smoothing, and how they
pay the unfunded liability. They try to do things so the employer
contribution dces not bounce around. It is hard to keep it level and
smooth in velatile markets and could become difficult for employers to
budget. Some of the groups are small with few employees and will tend to
have much more volatile contributions compared to a large group like the

o
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General County. In a small group, one person retiring throws things off.
The position may not be filled, which results in a smaller payroll. 1In
smaller groups the contributicons as a percent of payrell are much more
volatile.

On Page 22, Ms. Nagy discusses the status of the overall Plan. This is a
well funded system. One way to measure how well funded the Plan is, is to
take the Assets and compare them to the Benefit payments. This Plan has
21 times the current bensfit payments. So, if we did nothing and the Plan
did not gain or lose, we could payv benefits for 21 years. Obviously, that
is not the intent, but just an indication of financial security for the
retirees. She addressed the issue of having more retirees than active
employees and states this is not a problem if we pre-fund. The purpose of
pre-funding these programs from the time it is started, is because
eventually you will have retirees. Sometimes just as many retirees as
active, and sometimes more retirees than active, but if ycu pre-fund all
along, then we are accumulating the assets to pay those benefits. Half of
the Plan’s liabilities (3113 million out of 5230 million) is retiree
liability. That is fine, no cause for alarm or concern.

In the long run, employer contributions are expected tc level off at the
employer normal ccst, absent any unfavorable market performance or
demographic experience. In the short term, employer contributions are
expected to increase as a result of unfavorable investment performance
from 2008. If the markets do not rebound, employer contributions are
expected to continue to rise.

Even though contributions are headed up, it is well funded. Ms. Nagy
states again that curs is one of the best funded Plans she works on.

There i1s nothing to be concerned about at thils time. If the Employer
continues to make the contributicns, the Plan should be fine. Most of the
benefits are paid by the investment returns, not by the contributions.

The Employee/Employer contributions (money coming in) are about $4.7
million. The payments going out ars about $10.7 million, which means a
negative cash flow. But, again she does noct see this as a problem,
because the Plan is pre-funded.

Money has accumulated over the long term and it has earned a positive
return. The investment income is helping to pay for these benefits. Mr.
Potter, reinforces this point by stating that in their June 30, 2011
report, (which goces back tc 1985 when they started doing this analysis),
shows that since 1985, 591 million decllars has come out of the Fund, more
than has gone into the Fund (contributions). Investment return in that
period of time is $312 million dollars, which reinforces that our benefits
are being paid basically by investment return as opposed to contributions.
Ms. Nagy states that while the current markets are volatile, and
individuals are leery about investing in the market, this Fund is a long
term institutional investor, not an individual, so it can weather things
like that. If you lock at the life of the Plan, it has weathered

aq
/




MINUTES BAY COUNTY EMPLOYEES' RETIREMENT SYSTEM BOARD OF TRUSTEES
Octoper 11, 2011 10:00 A.M. GABRIEL, ROEDER,SMITH & COMPANY
PAGE 4

different markets. The Plan is working the way it was intended to work,
even in these bad times.

Some questions and discussion regarding safeguarding the Plan. Ms. Nagy
talked about Actuarial Standards of Practice and the guidelines in place.

Ms. Wright, Plan Administrator, has a question for everyone about the lag
year concept. “Are you in favor of it?” Last year when the Actuary came
in for their presentation, everyone thought it was a good thing.
Attendees nodded their heads expressing concurrence in favor of the lag
year concept.

Chairman Gray refers back to Page 11 and refers to Department of Water and
Sewer and the Road Commission both of whom are 87% funded. DWS3 has more
active than retired, but the Road has more retired than active, how big a
part does this play in being under funded? Ms. Nagy responds that it
depends on how the individuals retired. Scme may have taken early
retirement at age 55, which makes the liabilities bigger than expected, so
the year in which they retire, all of sudden the liabilities are bigger,
sc the funded ratio is smaller. The bigger impact is what the percentage
of payroll will look like.

In terms of a decline in active employees, Ms. Nagy states that perhaps a
better approach is to look at dollar contributions from one year to the
next. The dollar contributions are likely more level than the percent
because contributions as a percent of pay could get bigger as you dividing
that dollar by a shrinking payroll. She has seen groups with a big
increase in contributions as a percent of pay, but when you look at the
dollar contributicon from last vyear to this year, the dollar contribution
went down. So, she suggests comparing the dollar contributions from one
year te the next as opposed to looking at the percent of pay
contributions.

They conclude their presentation.

Chairman Gray opens the floor to public comment from the audience.

0: What can the County do to get this actuary report sooner?

Ms. Nagy responds that her firm would have to receive the information
sooner during the calendar year. It takes about twelve weeks from the
time they receive the data, do their calculations, and issue their report.
They are scheduling other clients as well, so it just depends on how soon
they get the data from us.

Q: Is it necessary for Gabriel Roeder to have the Audit?

Ms. Nagy: If you mean the Financial Audit, it is not necessary if the
utnaudited numbers are not too different from the final audited number. If

/0
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they are very different, then the results would change too much, but if
they are very close, then our calculations are really estimates of these
contributions. If the Assets are off by.a few thousand dollars that
would not impact anything material. However, if they are off by milliocns,
it will have a material impact.

Chairman Gray thanks the Finance staff, Department Heads, and Elected
Officials for joining the meeting today, and c¢loses public comment.

1. Moved, supported and carried to accept the Bay County Employees’
Retirement System December 31, 2010 Actuarial Valuation as prepared
by Gabriel Roeder Smith & Company, Consultants & Actuaries.

2. Moved, supported and carried to excuse Trustees Coonan and
Carpenter.

Unfinished Business:
Ms. Wright refers to Page B-5 of the Actuarial Valuation Report December
31, 2010 and requests action be taken on transfer of funds.

3. Moved, supported and carried to transfer funds from the employer
reserve to retiree reserve.

New Business: None

Miscellaneous Business: None

Adjournment:

4.  Moved, supported and carried to adjourn the meeting.
Meeting adjourned at 11:23 a.m.

Respectfully submitted,

ngétgfiftg;rt
Finance Officer/Secretary

Transcribed by: Naomi Wallace
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MARVIN & PALMER®
ASSOCIATES, INC.

GLOBAL EQUITY MANAGEMENT

October 18, 2011

Danean Wright

Retirement Accountant

Bay County Employees” Retirement System
Bay County Building

515 Center Avenue, Suite 706

Bay City, Michigan 48708-5128

Dear Danean:

Your portfolio declined 10.6% during September while the Russell 1000 Growth Index
lost 7.4%.

The market continued under pressure during September. The risk-off trade for many
investors was to exit from any exposure to cyclical stocks. The flight from
economically sensitive stocks unfolded as market participants discounted the potential
for financial dislocations in Europe and a coincident economic “hard landing” in China
to cause a worldwide recession. Our overweight exposure to cyclical stocks in the
materials and industrials sectors caused a relative decline in our performance.

Stocks have been reflecting investor concerns about the situation in Greece and
Portugal affecting the worldwide economy. There has been concern that Europe is not
up to the task of solving its financial problems and that the euro may breakup. This
conceptual worry has extended itself so that worldwide recession in both Asia and
North America has been partially discounted. The recent concerns about a sharp
slowdown in China have only served to further weaken investor confidence.

We disagree with this short-term sentiment and believe that growth will be strong in
Asia and moderate in the Americas. When a solution is finally reached in Europe, and
the continued economic strength in China is recognized, stocks should have a
substantial rebound, particularly in the most economtcally cyclical areas.

From a long-term perspective, the sovereign debt crisis is forcing fiscal and monetary
policy towards more responsibility. This should lead to a lengthy period of better

markets.

Your portfolio and performance since inception are attached for your interest.

Sincerely,
iandr”
Jay F. WMiddleton
Portfbljo Manager — Principal
JFM/jam

Attachment
A0

PRINCIPALS
David E Marvin
Stanley Palmer
Karen T. Buckley
Raymond | Deschenes
Jon A, Stiklorius
Terry B. Mason

Jay B Middleton
Todd D. Marvin
David L. Schaen
Christopher A, Luft
James W. Ryzrson
Jonathan T, Friedman
Stephen D, Marvin
Douglas D. Sanna
Jennifer A. Mattes
Stephen J. Gannon
Gilbert Haha
Thomas B. McAvoy
Lisa H, Capretto
Peter Crivelli
Lorraine H. Berends
Scott D, Palmer

C. Porter Schuxt

S. Richard Siple
Mary L. Moglioni
Brian D. Marvin
Joyce A. Nelan
Ezekiel R. Maki
George R. B. Trimble, Jt
Lars R. Hatrison
Bobbie V. Davies
Jane M. Motley
Adara T Taylor
Shuoqi {Joyee) Li

ADVISORY BOARD
Trving S. Shapiro

In Semariem 1986- 2001

The Re. Hon. Lord Moore, 2C.
Prof. Dt -Ing. Klaus G. Lederer
Dr. Pedro Aspe

Alan D. Schwartz

Madelyn Smith

The Hon. Sam Nunn

The Hon. James A. Kelly
James ], McNuley

1201 N. Market Street, Suite 2300, Wilmington, DE 198011165 US.A. » Tel. 302-573-3570 » Facsimile 302-373-2345 » www.marvinandpalmer.com
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October 28, 2011

Ms. Danean Wright

Retirement Accountant

Bay County Employee's Retirement System
515 Center Avenue

Suite 706

Bay City, Ml 48708-5128

RE Bay County Employees' Retirement System
Dear Danean:

Enclosed, please find the September 30, 2011 appraisal for your investment portfolio
managed by Wentworth, Hauser and Violich, and our commentary on the overall
economic outlook.

The total return (Gross of Fees) for the portfolio as compared to the returns for the
relevant benchmark during the third quarter and the full year are as follows:

3 Months 9 Months Since
Ended Ended Inception
Portfolio 9/30/11 9/30/M11 3/18/04
Bay County Employees' Retirement System -18.23% -14.23% 16.49%
Relevant Benchmark
Standard & Poor's 500 Composite -13.87% -8.68% 17.43%

Due to unprecedented levels of uncertainty, market volatility surged and equity markets
sold off across the globe in the third quarter. The main focus of investors continues to
be the euro-zone sovereign debt crisis, the faltering U.S. economy, and slowing
emerging markets. These concerns plus the U.S. debt ceiling debacle and subsequent
Standard and Poor's downgrade of U.S. government debt further weakened investor
confidence in the quarter. A summary of total return performance for broad market
indices during the third quarter and first nine months of 2011 is included in the table
below.

301 Battery Street | Suite 400 | San Francisco, CA 94111-3203
Tel 800.204.2650 | Fax 415.288.6153 | www.whv.com
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Bay County Employees' Retirement System
QOctober 28, 2011

Page 2

3 Months 9 Months

Ended Ended

Select Market Indices 09/30/11 09/30/11

Large Cap - Standard & Poor's 500 Index -13.87% -8.68%
Small Cap - Russell 2000 Index -21.87% -17.02%
Mid Cap - S&P 400 index -19.88% -13.02%
International - MSCI EAFE Index -19.01% -14.98%
Emerging Markets - MSC! Emerging Markets Index -22.56% -21.88%

The WHYV Large Cap Core strategy had a dissatisfying end to the quarter with most of
the underperformance coming in the last three weeks of September. Our long held
overexposure to specific segments within the Energy and Materials sectors was a
detriment to performance and drove quarterly performance below the benchmark.
Specifically, the stocks within the Energy Equipment & Services, Metais & Mining
industries in the portfolio performed poorty over the last three weeks of the quarter and
dragged performance down to end below the benchmark.

The reason for the drop off in Energy Equipment & Services and Metals & Mining stocks
was tied to 1) fear surrounding the euro-zone debt crisis, 2) slowing economic growth in
the U.S. & China, and 3) strength in the U.S. doflar. These three factors placed
significant downward pressure on commodity prices during the month of September.
For instance, crude oil, copper, and corn dropped 10.8%, 22.5%, and 22.8%,
respectively. The decline in commodity prices was exacerbated by a further de-risking
in the market place, which led to significant underperformance in the industries where
we have long had the highest conviction and active weight — Energy Equipment &
Services and Metals & Mining. The performance within these two industries along with
other energy holdings explains the majority of the underperformance in the quarter.
Strong relative performance of holdings within the Consumer Discretionary, Financials,
and Industrials sectors were not enough to offset these declines. The following are the
top five and bottom five contributors to performance by holding during the quarter:

Fop Weight| Total Contribution | Bottom Weight Total |} Contribution
Contributors* (%) Return (%) Contributors* (%} Return {%)
(%) (%}
Doilar Tree Inc. 3.7 12.79 42 Occidental 3.2 -30.9 -1.08
Petroleum Corp.
Apple Inc. 35 13.60 27 National Oifwell 3.4 -34.40 -1.30
Varco Inc.
Colgate- 29 2.12 07 Peabody Energy 3.4 -39.25 ~1.45
Palmolive Co. Corp.
Cash 21 0.00 0.00 Baker Hughes Inc. 3.9 -36.25 -1.64
W.W. Grainger 2.9 -2.20 -.04 Freeport-Mcmoran 3.8 -42.18 -1.95
Inc. Copper & Gold
Inc.

A




Bay County Employees' Retirement System
October 28, 2011
Page 3

*The top and bottomn contributors are based on a model portfolio representative of the equily holdings in your
portfofio. Your portfolio’s results may vary depending on client specific restrictions, timing of initial investment, capital
appreciation and/or other factors. You may contact your porifolio manager for more information regarding the
methodology for calculating the top and bottom contributors to performance by holding, and to receive a list of every
holding’s contribution to the overall account's performance. The holdings identified above do not represent all of the
securities purchased, sold, or recommended. Past performance does not guarantee fulure results.

Similar to our results for the quarter, our positioning within Energy and Materiais
explains the relative underperformance year-to-date. Stock selection at the industry
level was a slight positive. The following are the top five and bottom five contributors to
performance by holding during the year-to-date period:

Top Weight Total Contribution | Bottom Weight | Total | Confribution
Contributors* {%) Return {%) Contributors* (%) Return (%}
{%]) (%)
Dollar Tree Inc. 3.4 33.99 90 Vale 5.A. Ads 29 -27.63 -.87
Apple Inc. 3.2 18.22 37 Occidental 3.8 -26.056 -.89
Petroleum Corp.
Canadian 25 13.63 37 Corning Inc. 238 -37.10 -1.29
National '
Railway Co.
Colgate- 2.8 12.62 22 Peabody Energy 35 -43.91 -1.85
Palmolive Co. Corp.
W.W. Grainger 2.7 97 21 Freeport- 3.8 -48.07 -2.29
Inc. McMoran Copper
& Gold Inc.

* The top and bottom contributors are based on a model porifolio representative of the equity holdings in your
portfolio. Your portfolio’s results may vary depending on client specific restrictions, timing of initial investment, capital
appreciation and/or other factors. You may contact your portfolio manager for more information regarding the
methodology for calculating the top and bottom contributors to performance by holding, and to receive a list of every
holding’s coniribution fo the overall account’s performance. The holdings identified above do not represent all of the
securities purchased, sold, or recommended. Past performance does not guarantee fulure resuits.

We remain committed to the exposure in growth cyclicals. The primary driver of this
commitment is global economic growth. Economic growth remains anemic in
developed countries while the developing countries continue to exhibit above average
growth characteristics. We believe the most attractive large capitalization investments
remain those companies that can best leverage the secular growth and market
expansion opportunities in the emerging markets. Thus, while growth cyclicals can be
more volatile, we believe in the long-run the returns will be sufficient to justify the
volatility.

We believe that during the quarter the market overcorrected and created an unjustified
disconnect between stock prices and actual company fundamentals. Therefore, while
we continuously make marginal adjustments to individual portfolio holdings and
exposures, overall we are not reducing risk in the portfolio. Our investment philosophy
and process continues to focus on building a portfolio of high quality companies

3o
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Bay County Employees’ Retirement System
October 28, 2011
Page 4

exhibiting strong fundamentals, catalysts for growth, and attractive valuations. The
recent results have not changed that philosophy.

Given the recent turmoil in the euro-zone and its negative effect on third quarter
performance, we'd be remiss if we didn’t attempt to put Europe into context. First, the
total potential losses from PIIGS (Portugal, Ireland, ltaly, Greece, Spain) sovereign debt
to euro-zone banks equates to 3% of euro-zone GDP.! Second, the total potential
losses from PIIGS sovereign debt to alt holders of that debt equates to 9% of euro-zone
GDP. Although large figures, they are dwarfed by the U.S. real estate meltdown
whereby the land value loss since 2006 has equated to 40% of U.S. GDP." In short, the
potential losses from European sovereign debt, albeit large, are nowhere near the
losses that were absorbed from the U.S. real estate meltdown. In our opinion, it is not
the size of the European debt crisis that is the issue; it is the lack of direct intervention
and leadership in addressing the crisis.

Turning to the U.S. economy, we have a slightly less constructive outlook relative to
three months ago. Recall during the second quarter we felt many of the weakening
data points were due to numerous temporary disruptions (Japan's natural disasters,
severe U.S. weather patterns, and the then prevailing spike in commadity prices). The
more recent economic data suggesis that U.S. economic growth is slowing.
Corroborating the slowdown thesis are the renewed weaknesses in the labor market,
slowing retail sales trends and diminishing trends in the manufacturing surveys. On the
positive side, the Index of Leading Economic Indicators has increased in each of the
past four months, the yield curve is positively sloped, industrial production has risen
each of the past four months, commercial and industrial loans have begun to increase
after falling for a year and a half and gas prices are lower.

The current macro-related concerns combined with a charged political environment will
likely continue to weigh on confidence. However, corrections such as the one we are
currently experiencing are not uncommon. Over the past 31 years the average intra
calendar year decline is 14.2% but the market has generated a positive annual return in
24 of the 31 years. | ast quarter we discussed lower correlations as a potential positive
for stock selection going forward. Unfortunately, amidst the recent macro driven fear
trade correlations rose rapidly in the quarter topping 90% as measured by the CBOE
S&P 500 Implied Correlation Index. Long-term, we believe the reduction of uncertainty
and continuation of modest economic growth will likely be the catalyst for multiple
expansion.

Despite incrementally lowering our expectations for U.S. economic growth, we still
believe very modest growth is achievable, barring an uncontrolled default in the euro-
zone which could lead to another global credit crisis. Further supporting this view are
growing, albeit slower, emerging markets, continued strong corporate profits, heaithy
balance sheets, improving capital expenditures, and low inventory levels. Valuations
are attractive relative to historical levels and current interest rates. In an environment of
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Bay County Employees’ Retirement System
October 28, 2011
Page 5

modest economic growth and improving corporate profits we believe equities should
perform well.

For a more in-depth analysis of the current economic environment, we encourage you

to read our REVIEW AND OUTLOOK- Fall 2011, which is included with this mailing. As
always, if you have any questions or comments, we welcome your inquiry.

/A

Jeffrey C. Coburn, CFA
Vice President, Portfolio Manager

Sincerely,

JCC/cgs
Enclosures

Cc:  Ms. Martha P. Fitzhugh
Mr. Richard Potter

* Sgurce: Empirical Research Partners, Portfolio Strategy, October 2011
" Source: Standard and Poor’s, FactSet, J.P. Morgan Asset Management

Disclosure: Certain statements contained in this commentary are forward-looking, including those that discuss
strategies, goals, outlook or other non-historical matters; or project revenues, income, returns or other financial
measures. These forward-looking statements are made only as of the date on which they are made, and WHY
undertakes no obligation to update or revise any forward-looking statements.

S5




WENTWORTH, HAUSER AND VIOLICH

U.S. economy
experiencing
slower growth.

Revised GDP
figures show
a deeper
recession and
slower
recovery.

U.S.
government
debt
downgraded
by S&P.

REVIEW AND OUTLOOK - FALL 2011

Real G Economic growth within the United States has
eal Gross Domestic Product slowed significantly over the past several
g 1o 9 % Chinge, Anmialized quarters. ign the ﬁrs)t( half of ZOII;, real Gross
Daomestic Product (GDP), the total output of
goods and services within the United States
adjusted for inflation, grew at an annual rate
of 0.9 percent. For all of 2010, real GDP grew
at 3.0 percent, however, the rate of growth
: decelerated throughout 2010 from an annual
o0 01 02 03 04 05 05 07 08 09 I0 J! rate of 3.9 percent in the first quarter to 2.3
percent in the fourth quarter,

With the second quarter GDP report, the government revised its data going back to 2003. The
revisions showed the recession to he deeper, and the recovery to be milder than previously
reported. The 2007-09 Great Recession experienced a 5.1 percent decline in real GDP compared
to the earlier figure of 4.1 percent. The recovery in economic activity from the second quarter
of 2009 through the second guarter of 2011 was revised to a 4.6 gain in total output, down from
4.9 percent. The significance of these revisions is that the growth in real GDP of the past two
years has not yet surpassed the peak of the prior economic cycle in the fourth quarter of 2007.
This underscores that this is the weakest economic rebound of the same length, following a
recession, in the post-World War II period which covers eleven cycles.

Total Pablic Debt Quistanding as a % of GDP The downward revision in GDP also
oy T 7 T @ ] underscores the nation’s growing debt burden.
90 oo Total outstanding U.S. government public
‘gg ?3 debt is $14.7 trillion representing 98.3 percent
0 so of GDP. This debt is growing at a clip of $3.9
50§ 50 billion a day. By the end of the year, the
N S - ] ¥ outstanding public debt will exceed 100

G T S B e

percent of GDP a level that virtually all
economists believe is unsustainable. The
federal budget deficit is about 8 percent of GDP, also an unsustainable level relative to the long-
term health of the economy.

1951 1961 1971 1981 1591 2001 2011

The Administration and Congress have not been able to address the short-term problem of a
depressed level of economic activity and the long-term problem of huge unfunded future
liahilities of Secial Security, Medicare, Medicaid and the new health care reform legislation.

This deterioration in the fiscal situation of the United States, and the comedic events
surrounding an increase in the debt ceiling, caused Standard & Poor's to downgrade the credit
rating of the United States to below AAA. This is the first downgrade in U.5, debt since ratings
were initiated. France and the Isle of Man have higher credit ratings than the U.S.

The legistation that increased the debt ceiling above $14.3 trillion in August created a twelve-
member Joint Legislative Committee to recommend to Congress by November 23 ways to cut
the federal budget deficit. If recommendations are not enacted by Congress automatic reductions
in defense and discretionary spending will occur.

Recently released economic data are mixed and suggest that the economy may be on the
brink of entering another recession after only eight or nine quarters of growth. The average

2]




Consumers are
de-leveraging.

Excessive
regulations
stifling the
economy.

Banks have
tightened
lending
standards.

Labor market
remains weak.

Post-WW 11 expansion has lasted 59 months and the expansions have become greater in length
with the past three expansions averaging 95 months.

The reasons for the anemic nature of this recovery are several. After many years of profligate
spending and borrowing, consumers are saving and de-leveraging. The high unemployment rate
and lack of job growth have increased the fear among consumers of becoming unemployed.
Corporations are also unwilling to invest or hire. The multitude of burdensome regulations of
the past decade, including the Sarbanes-Oxley Act (2002), The Dodd-Frank Wall Street Reform
and Censumer Protection Act (2010) and the Patient Protection and Affordable Health Care Act
(2010), not to mention the numerous rulings, mandates and regulations handed down by various
government agencies, have spawned incomprehensibly complex laws that have resulted in
uncertainty, anxiety and caution as to the future course of the economy. When uncertainty
increases, the willingness of consumers to spend and companies to commit capital to long-term
investment diminishes.

Additionally, banks have reduced their willingness to lend. Lending standards have increased
but uncertainty has also increased as a result of actions by the government. Government policy
since the 1930s has been to promote home ownership. Fannie Mae and Freddie Mac were created
to facilitate the mortgage market. The Community Reinvestment Act of 1977, and laws that
followed, essentially mandated banks to provide mortgage loans to “rural and underserved
areas.” To comply with these mandates, banks had to lower their lending standards thereby
creating sub-prime mortgages. Congress authorized Fannie and Freddie to buy these mortgages.
The Fed lowered interest rates in the early 2000s and a housing boom ensued. There were profits
to be made by all. Throw in some greed, larceny, corruption and incompetence and a boom-bust
housing cycle occurred. The government rescued its own agencies (Fannie and Freddie) and other
financial institutions. Now the government, through the Federal Housing Finance Agency, is
suing the banks for misleading Fannie and Freddie on the loans the banks sold to the
government agencies. This occurred during the time that Fannie and Freddie themselves were
making enormous profits, paying their CEOs millions of dollars in compensation and
undertaking accounting mischief. No wonder pecple have little confidence in their government
and no wonder the banks are cautious about making mortgage loans.

Unemployment Rate The labor market has exhibited renewed

Percent weakness of late. Initial claims for
i jé unemployment insurance have trended
¢ upward over the past couple of months and
the nonfarm payroll employment numbers
have shown a loss of momentum over the past
year. Nonfarm payrolls are 6.6 million below
the peak of the past cycle in January 2008.
The unemployment rate in September was 9.1
percent, marginally better than the average of
9.2 percent for the past year. There are 14 million people who are unemployed, 6.2 million who
want a job but are not looking for one {i.e. have withdrawn from the labor force), and 8.3 million
who want to work full time but are only working part time. This under-utilization of the labor
market has negatively impacted consumer income and spending, consumer confidence and
federal and state tax receipts.
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Retail sales have likewise exhibited a slowing trend. Over the past twelve months the annual
rate of change in retail sales has fallen from 7.2 percent, to 2.9 percent for the past six months
to 2.1 percent for the past three months to no change in August. Similar diminishing trends
have been reported by the ISM Non-manufacturing Survey, the ISM Manufacturing Survey. the
Chicago Purchasing Managers Survey, the Philadelphia Fed Survey and the Empire State
Manufacturing Survey.
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Housing market
remains weak.,

Most economic

indicators suggest

conftinued but
slower growth,

Economists
are seeing
increased odds
of a recession.

European
sovereign debt
crisis a serious
challenge.

Long-tern
solution to
Europe's
problems
uniikely.

The housing market remains depressed. Existing home sales. new home sales and housing starts
are near cyclical lows. Twenty-five percent of homeowners with a mortgage owe more than their
house is worth. Over six million households are delinquent on their mortgage payments or in
foreclosure as of the end of the second guarter of 2011. The Case-Shiller Home Price Index has
fallen 31.7 percent from the April 2006 peak. Homeowners have lost close to $7 trillion in equity
over the past five years. In perspective that is almest half of the total GDP of the U.S. in 2010.
The fallout from the housing bust has adversely impacted consumer sentiment and confidence
and attendant consumer spending. The economy is not likely to get a boost from the housing
market in the foreseeable future.

Leading Indicators Index Other economic data peint to continued, albeit

120 120 slow, economic growth over the next six to
ﬁ ;Z ] ﬁg nine months. The Index of Leading Economic
05t 155 Indicators has increased in each of the past
oo | 100 four months, Over the past six months, which
95 I 95 is considered the best indicator of future

90 [
&

economic activity, the Leading Index has risen
) at an annualized rate of 4.8 percent and is 6.5

percent above the year-earlier level Interest
rates remain at historically low levels. The 90-day Treasury bill yields 0.01 percent (reflecting
a level of risk-aversion that is focused on return “of” principal, never mind return “on” principat)
while the 10-year Treasury yield has fallen below 2.0 percent, The 30-year Treasury bond yield
hovers arcund 3.0 percent. A positively sloped yield curve, whereon longer-term interest rates
are higher than short-term interest rates, has historically been a positive sign for the economy.

2001 2003 2003 2007 2009 2041

Industrial production has risen in each of the past four months. Commercial and industrial leans
have begun to increase after falling for a year and a half and are 8 percent above their recession
low. Consumer credit loans have also exhibited an upward trend as non-revolving credit (auto)
has outpaced a continued decline in revolving (credit card) loans.

In summary, forecasters have lowered expectations for U.S. GDP growth to 1 to 2 percent for
the last half of 2011 and about 1.5-2.5 percent for 2012. Economists give the increased odds
of a recession over the next six months at about one in three. The Federal Reserve, after its
September 21, 2011 meeting, released the following statement: “Moreover, there are significant
downside risks to the economy, including strains in global financial markets.”

Indeed, the most immediate threat to the U.S. economy would appear to be the sovereign debt
crisis in Europe. Greece is running out of money to fund its government debt, pay public sector
wages and pay retirees’ pension and healthcare benefits. Portugal, Ireland, Italy and Spain are
not far behind Greece. The sovereign debt of the various European countries is held throughout
the banking system in Europe and Great Britain. A default could adversely impact the global
financial system. The level of economic output, the foundation of debt-service capacity, is not
sufficient to cover the liabilities of the eurc zone’s peripheral countries.

The European Financial Stabilization Facility (EFSF) has been created by the euro zone
members as a “temporary” bailout fund. However there is disagreement as to how much each
country should contribute and German resistance. The European Central Bank and the
International Monetary Fund are also being asked to provide loans.

In return for the loans, Germany and others want the endangered countries to take steps to
close their federal budget deficits. The actions include tax increases and reforms of labor laws
and social welfare systems. Such steps could drive these economies into deeper recessions and
higher unemployment resulting in reduced tax revenues and larger deficits. Austerity measures
are likely to be met with public opposition, strikes and civil disorder and one or more countries
leaving the euro zone. A breakup of the euro zone would have unpredictable negative effects

on the global economy.
o9




Global growth
forecasts are
being pared.

U.S. corporate
profits are at
a record level.

Euro Zone GDP

il 9% Grossrh Rate Forecasts for the global economy are being

23 , 25 pared. China, India and Brazil are
20 | : 12¢ purposefully trying to slow their economies to
L 1/ rein in inflationary pressures. The forecasts
10} 10 for Japan, the U.S., the euro zone and Great
; [ 3 Britain are for tepid to no economic growth for
M ' 1 the second half of 2011 and into 2012, The

slowdown in global growth is feeding upon

00 01 02 03 04 05 06 07 08 09 Ip itself. The developed countries have relied on
the emerging markets to spur export growth to offset weak domestic demand. The emerging and
developing markets have relied on growth in the developed countries to fuel their economies
through exports.

This slowdown may cause a reversal of monetary policy in those emerging countries that have
raised interest rates to fight inflation. Brazil’s central bank, which raised interest rates five
times during the first seven months of 2011, lowered interest rates at its last meeting in
response to slower growth. It is likely that the actions of Brazil's central bank will be followed
by others so the correction process for curtailing inflation may already be underway. The IMF
projects China to grow at 9.5 percent in the second half of 2011 and 9.0 percent in 2012. Its
forecast for the global economy is growth of 4.0 percent, down from a June forecast of 4.3 percent.
Given the higher base of global output, a 4.0 percent rate of growth for the world economy in
2012 should keep the developed countries from sliding into recession.

In the second quarter of 2011, corporate profits in the U.S. from current production after capital
consumption and inventory valuation adjustments, considered the best measure of corporate
profits, were at a record level and up 8.3 percent over the prior year. Corporate balance sheets
are also in a strong position with record amounts of cash. The various domestic stock market
indices sell at 10-12 times earnings and many of their dividend yields are above the 30-year
U.S. Treasury yield, suggesting that the equity markets are undervalued, assuming there is not
a serious further deterioration in the global economy. Given the fragile condition of the economy,
government policy in the period ahead regarding taxation, spending, trade and regulation will
determine the future course of economic activity.

Past performance is no guarantee of future returns. Unless otherwise noted charts are from Crandall Pierce & Company. Charts presented
in this article are not indicative of the past or future performance of any Wentworth, Hauser and Violich strategy. The opinions expressed
represent the opinion of WHV and are not intended as a forecast or guarantee of future results and are subject to change at any time due
to changes in market or economic conditions. Information contained herein has been obtained from sources believed to be reliable.

Investment Products: Not FDIC insured * No bank guarantee * May lose value

No part of this article may be reproduced in any form, or referred to in any other publication, without express written permission of Wentwarth,
Hauser and Violich. ©2011, Wentworth, Hauser and Violich.
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November 1, 2011

Ms. Danean Wright
Retirement Accountant

Bay County Employee's Retirement System

515 Center Avenue

Suite 706

Bay City, Ml 48708-5128
RE:

Dear Board of Trustees:

Bay County Employees’ Retirement System

Please find the preliminary investment returns for the period ending October in the table

below.
Time Weighted Total Return
Gross of Fees
Since
One Year- Three Year | Five Year Inception*
Month To-Date One Year | Annualized | Annualized | Annualized
Bay County Employees'
Retirement System 15.46% -0.97% 8.59% 13.15% 1.52% 3.97%
S&P 500 10.93% 1.30% 8.09% 11.41% 3.53%

*Since Inception Date 03/18/04

0.25%

As always, we stand ready to answer any questions or comments you may have regarding
the portfolios performance. Thank you for your continued confidence in Wentworth, Hauser &

Viclich and the Large Cap Core Investment Team.

Best regards,
Jeffrey C. Coburn, CFA

Cc: Richard Potter
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ColumbiaManagement

Alan Puklin

Senior Institutional Relationship Manager

Institutional Client Service

100 Park Avenue
New York, NY 10017
Tel: 212.850.1612
Fax: 212.682.6460

alan.puklin@columbiamanagement.com

October 20, 2011

Ms. Dancan Wright

Retirement Accountant

BAY COUNTY EMPLOYEES' RETIREMENT SYSTEM
515 Center Avenue Suite 706

Bay City

MI 48708-5128

RE: Bay County Employees Retirement System
Dear Danean:

We are pleased to enclose our quarterly report as an Investment Manager for the Bay
County Employees’ Retirement System for the quarter ended September 30, 2011.

The following table highlights the performance for your portfolio as of September 30,
2011, compared to your stated benchmark of the Russell 1000 Value Index plus 1%

annually:
Market Value as of | Quarter ended | 9 months ended | Since
09/30/2011 09/30/2011 09/30/2011 Inception™®
Total Portfolio $21,245,202.89 -16.90% -10.01% 2.73%
Russell 1000 -15.98% -10.56% 3.03%
Value Index +
1% annually
S&P 500 Index -13.87% -8.68% 0.22%

* Inception Date: January 26, 2001

The U.S. stock market fell sharply in the third quarter of 2011. The broad market as
measured by the S&P 500 suffered double-digit losses and the largest drop since the 2008
global meltdown. Fears abouta slowing U.S. economy and the European debt crisis
drove stocks lower in the third quarter. The U.S. markets began a spiral down in late July
as investors were unnerved by the lack of action by Congress on the U.S. debt ceiling
which coupled with the slowing of Gross Domestic Product(GDP) led investors to sell

Office of Supervisory jurisdiction:
225 Franklin Street
Boston, MA 02110

Security products cffered through Columbia Management investment Distributors, Inc.,
member FINRA. Advisory services provided by Columbia Management Investment Advisers, LLC.
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stocks in favor of less risk assets including staying in cash. Throughout the quarter, there
was talk of a double-dip recession, although that was mostly discounted as the quarter
came to an end. It is our opinion that this is an unlikely outcome given the strong balance
sheets of most corporations. Although GDP is slowing we anticipate that it will remain
positive throughout the balance of the year.

Large Cap stocks generally outpaced smaller stocks and growth outperformed value
during the quarter. On an absolute basis the portfolio underperformed the Russell 1000
Value Index and the broad market as measured by the S&P 500 Index for the quarter. The
underperformance for the quarter was primarily attributable to sector selection. The best
performing sectors on a contribution to return basis in the quarter were Health Care and
Consumer Discretionary and the largest distracters were Industrials and Utilities. Health
Care and Consumer Discretionary are more defensive in nature and in a broad sell off
they tend to do better.

Financials, which comprised 20% of the portfolio under the 25% weighting in the Russell
1000 Value Index, were considerable laggards during the quarter on the heels of a
multitude of problems including the fear of a slowing economy in the U.S.; the European
banking crisis; the implementation of Federal regulation which limits the banks” ability to
make a profit. In addition the Insurance subsector was saddles with potential losses from
weather related issues in the U.S. as well as the Japanese earthquake and tsunami. The
Federal Reserve Board also announced the implementation of “Operation Twist”, a
program by which they would sell $400.0 billion in short-term Treasury bonds and by
longer term debt, a move aimed at driving down long term borrowing costs and hopefully
stimulating lending by the banks. All of the banks in our portfolio were hurt during the
quarter with Bank of America (BofA) being the worst performer among the group. The
weakness in the banks, in spite of strong balance sheets and capital positions allowed us
to add to our positions in a number of names including Wells Fargo and BofA. Going
forward we expect dividend yields to rise adding to the attractiveness of the sector. We
are confident in the positions we own in the portfolio and do not plan on making any
changes to the financial sector stocks at this time. We believe that financial; stocks will
generate considerable alpha going forward.

Strong performance in the Consumer Sector was primarily driven by our holdings in
General Mills, Altria Group, and Costco. General Mills’ quarterly results beat Wall
Street expectations as the company was able to raise prices, thus increasing revenue.

The dividend component of a number of names in the sector are very attractive including
Altria which has a 6% dividend yield thus making the names even more compelling to
own. We are comfortable with our weighting in the Consumer sectors’ and as the
economy improves these names should also have further gains.

Health care stocks, although a smalil weighting in both the portfolio and the index were
the best absolute performers in the quarter. Humana Inc., Bristol-Myers Squibb, and
Baxter International were strong performers in the quarter. Our weighting in the sector is
slightly under the Russell Benchmark weighting. The P/E and earnings for the sector are
still attractive on an historical basis.
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Energy stocks were mixed performers in the quarter on the heels of lower oil prices. Our
holdings in the sector include Marathon Oil, Valero Energy, Williams Cos., Conoco and
Chevron. Valero had the largest negative impact in the sector as oil prices fell and an
oversupply of gasoline and a narrowing of the prices between heavy crude and refined
product continued. We continue to believe this a temporary situation and we expect
energy prices to strength in the coming months.

Outlook

We remain cautiously positive on the U.S. stock market for the remainder of 2011. A
continued accommodative monetary policy and strong corporate profitability coupled
with a low interest rate and inflation environment and lower oil prices should help fuel
stocks. Corporate cash levels remain at record highs and as the economy improves,
companies will both increase capital expenditures, and raise dividends. We continue to
be concerned about the high unemployment rate, which has diminished consumer
spending and could temporarily derail US economic growth. The situation in Europe
remains worrisome although it appears that Germany and others will find a solution to the
problems in Greece, Portugal, Spain and other weaker member of the European Union.

If you have any questions on your account or would like to discuss any aspect of portfolio
performance, please do not hesitate to call me.

Best Regards,

Alan J. Puklin




CORNERSTONE

PERFORMANCE HISTORY
Bay County Employees' Retirement System

Percent Return

Per Period
Time Period Portfolio FTSE/NAREIT
Gross Net Equity Index
8/31/2011 to 9/30/2011 -11.27% -11.32% -10.96%
1213112010 to 9/30/2011 -5.26% -5.69% -8.01%
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= CORNERSTONE

PERFORMANCE HISTORY
Bay County Employees' Retirement System

Total Return

Time Period Portfolio Returns FTSE/NAREIT
Gross Net Equity Index

Q3 2011 -15.31% -15.44% -14.71%

YTD -5.26% -5.69% -6.01%

1 Year 2.16% 1.54% 0.98%

*Since Inception 15.01% 14.33% 11.92%

*Inception Date 10/21/2008
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Qctober 31, 2011

Bay County Employees’ Retirement System

Bay County Voluntary Employees” Beneficiary Association
Bay County Building

515 Cenier Avenue, Suite 706

Bay City, MI 48708-5128

Dear Bay County Employees’ Retirement System:

The total return of the Bay County Employees’ Retirement System REIT account for the quarter ended
September 30, 2011 is as follows:

Portfolio Bay County’s Total Return
Ending September 30, 2011
Quarter YTD
Bay County Employees’ Gross -15.31% -5.26%
Bay County Employees’ Net -15.44% -5.69%
FI'SE NAREIT Equity REIT Index -14.71% -6.01%

REIT Market Overview

Broader equity markets experienced an emphatic reversal and move downward starting in August,
coinciding with the debt ceiling debate, Standard & Poor’s credit downgrade of the U.S., and the
continued problems with European sovereign debt. Moreover, as economic data grew increasingly
weaker throughout the quarter, investors began to price in meaningfully lower expectations for global
economic growth, placing future earnings growth in question. Not surprisingly the FTSE NAREIT
Equity REIT Index (REIT Index) was not immune to the selling pressure and lagged the broader equity
markets during the third quarter.

Navigating the equity market in the third quarter was extremely difficult. In addition to underwriting
macroeconomic and company specific fundamentals, investors were forced to try to forecast
governmental policies both domestically and overseas. Making matters worse, these policies seemed to
be ever changing resulting in violent swings in valuations from day to day. That said, the general trend
seemed to point to increased concerns and a flight to higher quality names with sound balance sheets and
attractive dividend yields. In general, we would argue that these are the characteristics of the REIT Index
and the companies in our portfolio. However, concern that the European Debt crisis could lock up capital
markets similar to 2008 has disproportionately impacted the REITs sector. Looking at relative
performance, defensive sectors (Manufactured Homes, Self-Storage and Healthcare) were the best
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performing sectors in the REIT Index during the third quarter. The Lodging, and Industrial sectors, which
are most closely tied with global economic activity, lagged the benchmark during the quarter.

Market Commentary

The sovereign debt crisis in Europe, budgetary concerns in the U.S, and concerns about the sustainability
of economic growth in emerging markets are serving to cloud companies’ ability to forecast their growth
prospects and in general reducing confidence levels. This lack of confidence is proving to have a greater
impact on the domestic economy than previously thought. As such, although we have always believed
that the U.S. economy would only post modest economic growth at best in 2011 and 2012 we modestly
reduced our expectations during the third quarter and now only expect 1.5%-2.0% growth versus our prior
forecast of 2.0%-2.5%. This level of growth is insufficient to generate meaningful job creation and
reduce the unemployment rate, thereby continuing to place pressure on the U.S. consumer.

Despite the uncertain macro-economic environment real estate fundamentals have thus far remained
strong for all property types. Demand for space may have downshifted slightly from the strong pace
experienced in the first half of the year, but the lack of new supply allowed landlords to continue raising
rents during the third quarter. While this level of growth is obviously disappointing from a
macroeconomic perspective, it actually should remain favorable for commercial real estate fundamentals.
Indeed, despite tempering our demand expectations, the lack of new supply across all property types has
moderated the impact to our estimated 2012 NOI growth rates. We expect the REIT Index will enjoy
another year of positive NOI growth next year. In addition to improving cash flows, absent a dislocation
in the credit markets, we believe real estate valuations should remain relatively stable thanks to the
Federal Reserve’s zero interest rate policy, which other things equal, make real estate cash-flows more
attractive to long-term core investors despite any deterioration in economic activity.

As the capital markets and economy struggle through another difficult and uncertain period over the last
few months, many investors grew concerned that REITs could once again experience a sharp decline
similar to the 80% decline experienced in late 2008 and early 2009 post the Lehman bankruptcy. Unlike
the period of the global financial crisis, however, we have not seen indications of a complete breakdown
in the credit markets, lenders continue to aggressively provide loans to high quality assets in core markets,
and we believe REIT balance sheets are in better shape than they were in 2008. Indeed, REIT balance
sheets currently contain lower leverage, net debt to EBITDA ratios are currently around 6.7x for the REIT
Index versus 7.2x in 2008, What’s more, while occupancy and EBITDA have improved off of their lows,
they are still lower than pre-GFC peaks and likely reflect less “excess” leased space. As a result we
would expect somewhat more stable occupancy and EBITDA even in a weaker economic environment. In
addition to having less debt, REITs have fewer near-term maturities (about 10% of enterprise value today
versus 13% in 2008) and less unfunded development projects (around $5 billion today versus in excess of
$10 billion in 2008). While we would have preferred to have seen even further improvement in credit
metrics over the last few years, this improvement should allow REITs to better withstand any potential
dislocations in the credit markets and we are unlikely to experience a repeat performance in the near
future.

Property Markets




As we previously mentioned despite moderating our growth expectations for the U.S. economy and
thereby reducing our demand expectations, fundamentals for all property types remain relatively healthy
and improving.

Office

Office occupancy trends continued to stabilize during the third quarter and although releasing spreads
remain negative the rate of decline is improving as tenant activity picks up. Shorter lease terms and
modest jobs growth have weighed on low barrier suburban companies year to date and that trend is likely
to continue. But even with the uncertain economic environment demand for high-barrier office space
remains relatively strong. We believe the potential for job cuts at major financial institutions could curtail
some of this sirength in the near-term, but we do not believe these firms will look to give any space back
to landlords allowing the supply and demand relationship to remain relatively tight. As such, we
currently favor high-barrier Office REITs versus their suburban peers.

Multifamily

While multifamily fundamentals on a historic basis remain extremely strong thanks to positive
demographic trends and a cyclical shift in sentiment toward rental housing from homeownership, it
appears we reached an inflection point in the pace of growth during the second half of the third quarter.
Indeed, as we warned in our second quarter letter, although the pace of mid to high-single digit rental rate
increases continued throughout the third quarter, the pace of these increases slowed slightly as income
growth failed to keep up. As such, we believe Multifamily REIT shares, which enjoyed a prolonged
period of outperformance could face an extended period of underperformance as NOI growth rates fail to
meet Wall Street’s lofiy expectations. What’s more, unlike other sectors which have no new supply on
the horizon, plarmed development starts have been rising in the multifamily sector over the last few
quarters, This supply won’t reach the market until 2013 at the earliest, but it could curtail longer term
growth prospects for the sector as it coines on line.

Retail

In light of the constant barrage of negative headlines throughout the quarter investors would have
suspected that the American consumer would drastically reduce spending. Indeed, consumer confidence
declined sharply during the third quarter, placing pressure on Retail REIT shares. That said, despite
indicating a lack of confidence, consumers continued to spend, and in fact at an increased pace during the
quarter. While food prices continue to rise, energy prices began a slow decline, offsetting impacts on
discretionary spending, and possibly providing support for this sales growth. On the retail REIT front, the
lack of new retail supply is keeping occupancy levels stable despite a mumber of high profile store
closures. While small shop leasing is still struggling in the shopping center group, big box and junior
anchor leasing continues to surge ahead driving better-than-expected revenue growth. In regional malls,
the high-end consumer continues to spend driving superior sales results for the A mall landlords over
thetr B mall counterparts.

Lodging

Fundamentals for the lodging sector turned the corner in 2011 and are poised to deliver historically strong
growth this year. Despite the economic uncertainty during the third quarter RevPar growth remained in
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the mid- to high-single digits throughout thanks to a dramatic shift to rate led growth, particularly for
luxury hotels. This has allowed Lodging REITSs to experience material margin improvement. Despite the
positive fundamental environment, Lodging REIT stocks have materially underperformed year to date as
investors have priced in slower growth next year and the possibility that the lodging industry could
endure another recession before a sustainable recovery. Thus, despite relatively attractive valuations we
do not believe the sector will outperform the REIT Index until economic indicators have clearly troughed
and begin to improve.

Industrial

Industrial occupancy rates continued to slowly improve during the third quarter despite the concerns
about global economic growth. Vacancy rates have now declined for four straight quarters resulting in
rent stabilization and perhaps indicating that we are nearing an inflection point. Unfortunately Industrial
REIT share prices have not benefited from the improved fundamentals as investors have focused on
concerns about the potential for a decline in global trade due to an economic slowdown than the near-term
fundamental picture.

REIT Outlook

The sharp correction in REIT valuations have resulted in the stocks looking more atiractive on a relative
basis versus most other asset classes. Moreover, although we have modestly reduced our rent growth
assumptions for most property types due to a weaker economic outlook, fundamentals for commercial
real estate remain relatively strong, with no new supply and modest demand growth, allowing most
REITs to maintain and increase dividends over the next few years. Finally, unlike 2008, REITs are lower
levered and have fewer near term debt maturities coming due in the next 2-3 years. Accordingly, we
believe the current environment represents an attractive entry point for investors with a longer-term view.

Sincerely,

Scott Westphal
Managing Director, Global Real Estate Securities
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Investment Report — Quarter Three 2011

Schroders

Bay County Employees’ Retirement
System

Overview
Fund Valuation Value at:30 June 2 Cash

US$ 10,372,461 - US$ 8,104,639
Performance

Perfods to 30 September 2011

Fund =219 7.9 +5.5 0.2 +0.5

Index* -19.4 44 +5.2 0.1 H).7
S&P EPAC SmallCap -19.8 -5.9 +3.7 -1.6 08
Value added rel Index* 2.5 =3.5 +0.3 0.1 -0.2
Difference 241 -2.0 +1.8 +14 +1.3

Source; Schroders. Gross of fees. * S&P EPAC SmallCap Index plus 150 basis points  ** Inception June 30, 2006
All subsequerst performance comments and numbers are refafve to &P EPAC SmallCap Index

Performance versus ° EE
benchmark (%) ’ 37

3m £2m dyears (pal) 5years {p.a.)

Summary It has been a tough quarter for US investors in intemational equity markets. The only
semblance of a safe haven has been domestic stocks in Japan aided by yen strength
while all other major currencies weakened along with stockmarkets. Slowing global
growth, pessimism over policy options and the more specific concemns surrounding the
euro have been the major factors. Continental European markets have been in the eye of
the storm, while in a risk averse environment, smaller Asian and Emerging markets have
fallen almost as far. Unsurprisingly, smallcap stocks were hit harder in all markets except
Japan where the greater domestic exposure provided support.

The Fund underperformed the benchmark over the quarter, with negative impacts from
both stock selection and country weightings. Key negatives were stock selection and
underweighting in Japan, and adverse selection and overweighting in Pacific ex Japan.

Over 12 months the key detractors have been our positioning in Asian markets. The
biggest single factor was our undenweighting in Japar along with a slight shortfall in stock
selection. Our overweighting in other Asian markets also detracted along with stock
selection in Hong Kong, particularly amongst China orientated consumer stocks. These
headwinds were partly offset by strong stock selection in the United Kingdom.

It is difficutt to paint an optimistic picture of the global economy at this juncture. The risks
are clear that the scenario of "muddie through" for the developed world may be rather too
optimistic given the levels of leverage stilf apparent throughout the system, the continued
anxiety of both banks and households to prune debt, and the inability of govemments to
provide convincing policy prescriptions. Having said all that, equities are offering value on
any scenario other than a re-run of the 2008 credit crisis. That may be a big proviso, but
given the other options available to investors (low yields on cash and little better on credit
worthy government bonds), as well as low valuations on any normalized basis, we take an
optimistic view. We believe that smalicap can fully participate, particularty after the recent
refative correction. We remain overweight in Pacific ex Japan (and look to add following
recent weakness) and are underweight Japan, United Kingdom, and peripheral Europe.

#% Schroders

Page 1
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System

Market Summary

it has been a volatile quarter for global financial markets. The generally un-encouraging
headlines out of Europe have dominated the newswires, but while Europe in itseff is
important (20% of global activity), the mood has been amplified by the more general picture
of a faltering global economy. Leading indicators in all major countries, whether developed
or emerging, have deteriorated and policy flexibility and impact has been judged wanting,
including “Operation Twist” and a further £75bn of quanfitative easing in the United
Kingdom:.

There have been few places to hide in intemational equities, particularly for US based
investors given the sharp recovery in the dollar. Japan alone has shown some semblance
of stability, while equities in the rest of Asia have fallen almost as far as markets in
continental Europe.

The fact that smallcaps underperformed in such circumstances is as one might have
expected. On the face of it, it is perhaps more surprising that the degree of
underperformance was not greater. However, the factor limiting the shorifall was primarily
the resilient performance of smallcap in Japan. With their greater domestic focus, they
were seen as less adversely impacted by the strengthening yen and therefore sharply
outperformed their larger, and more global, peers.

In absolute terms, retums were weakest in continental Europe, with litfle discrimination
between markets; the big core markets of Germany and France underperformed the
average, while Spain was a notable outperformer — though still down over a fifth. In Pacific
ex Japan, Australia (weak currency and commedity prices) and Hong Kong (growing
nervousness on China) were notably weak.

S&P & MSCI retums by major

region US$ 3 months to 30 UK
September 2011
Continenta 277
Eurone ' 26 B S&P EPAC
P : SmallCa
& MSCI EAFE
Japan
-22.7
Pacific ex Japan
Source: S&P, MSCI
S&P & MSCI returns by major
region US$ 12 months to 30 UK
September 2011
i I
go::lnenta MS&P EPAC
urope SmailCa
EMSCI E/{]FE
Japan

Pacific ex Japan

Source: S&P, MSCI
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System

Performance

Performance attribution —
Periods {o 30 September
2011

Stock and Country Selection
Impact — 3 months to 30
September 2011

Page 3

Stock selection 0.7 +.8 . +1.5

Country weightings 0.7 2.2 . +.1

Currency hedging 0.0 0.0 . 09

Residual 0.7 0.6 . 0.2

Total value added 241 -2.0 +1.8 +.4
Source: Schroders

The Fund underperformed the benchmark over the quarter, with negative impacts from
both stock selection and country weightings. Key negatives were stock selection and
underweighting in Japan, and adverse selection and overweighting in Pacific ex Japan.

The biggest single factor has been our positioning in Japan. We were underweight, and
particularly so in the domestically oriented stocks such as financials and consumer staples.
We do not find many atfractive opportunities in this universe, but such stocks have proved
resilient given the global uncertainty and strength in the yen. Our weighting towards cyclical
growth stocks in materials (Osaka Titanium, Lintec) and autos (Koito, Musashi
Seimitsu) also detracted.

Selection also lagged in the rest of Asia, with shorifalls among industrials (STX OSV,
Transfield), health care (Starpharma, Concord Medical) and financials (Yanlord, Dah
Sing). Materials were a bright spot, (Amcor, Aston, Fletcher Building). Our
overweighting of Hong Kong has continued to detract from value as concerns over China
continued to impact sentiment.

Selection shortfalls in the United Kingdom were primarily in the energy {Exillon Energy),
industrial {SIG, Regus, Keller) and material (Aquarius Platinum, Elementis) sectors.

Fund retums in continental Europe were broadly in line with the index, with strong selection
in industrials (DCC, Imtech) and information technology (Wirecard, Xing) offset by energy
{Bourbon, Dockwise), financials (Delta Lloyd, Helvetia) and consumer staples (Morpot).

QOver 12 months the key detractors have been our positioning in Asian markets. The
biggest single factor was our underweighting in Japan along with a slight shortfall in stock
selection. Our overweighting in other Asian markets also detracted along with stock
selection in Hong Kong, particularly amongst China orientated consumer stocks. These
headwinds were partly offset by strong stock selection in the United Kingdom.

UK 03 0.1 -0.4

Japan 0.2 07 0.9
Continental Europe +H.2 0.0 +0.2
Pacific ex Japan 04 0.2 06
Cash - +1.3 +0.3

* Contribution to performance relative 1o S&P EPAC SmaliCap
Source: Schroders

#: Schroders
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Fund Activity

Country Changes — 3 months

to 30 September 2011 Continental Although we did reduce Europe (ex UK} during the pericd in favor of

Europe Asia, annual rebalancing in the index meant our underweight was
reduced at quarter end but there was litle change o the poficy of
focusing on the core at the expense of the periphery. The continued
deflationary  pressures, wezkening asset price and high
unemployment, represents a difficult environment for more
domestically oriented smaller companies. The bulk of our exposure
remains in industials and infonmation techrology, along with
consurmer cyclicals primarily in core Europe and Scandinavia where
operating conditions remain more favorable. The major areas of
underweighting are financials and materials.

UK On a rather smaller scale, the United Kingdom is also an economy of
contrasts between sectors (capital spending and export sensitive
companies performing well as opposed to domestic demand
sensitive) and geographically {South versus North). Overall, the
economy has stalled. However, the private sector has created
significant employment over the last twelve months while sentiment in
the public sector is reaching a nadir. With renewed quantitative easing
announced, sterling looks vulnerable once more. We remain
underweight, with the bulk of exposure in industrials and information
technology.

Japan The Japanese economy has been recovering somewhat faster than
expected from the shocks of mid-March. However, with global growth
weakening and the Yen remaining formidably strong at the margin we
have reduced our exposure fo Japan as domestic names in general
are still unatfractive having outperformed.

Pacificex Japan We have increased our overweight in Asia ex Japan adding
selectively to the consumer sector as well as industrials. The marketls
have sold off almost as aggressively as in Europe despite, in our view,
better underlying fundamentals. Weakening external growth should
see relief on inflation and allow some recovery in domestic sentiment,
possibly correcting the recent underperformance by smaller
companies. While the longerterm attractions of the region lie in the
growth of domestic consumption, we also see attractive value in
selective export orientated stocks.

Country Weightings versus 3 h
Benchmark Index* at 30 Cha’:g";‘ ph
September 2011 Fund Index active
(%} (%) welght {%)
221 18.¢  Pacific ex. Japan +0.1
38.9 39.0 Continenial Europe +1.4
16.8 19.5 UK 0.8
19.1 23.5 Japan 0.8
3.1 6.C Cash +0.%
* S&P EPAC SmaliCap Index
Page 4 iy

-
-

%% Schroders



Page 1 of 1

Danean Wright - Bay County - L.oomis Sayles Portfolio

From: Todd Needham <TNeedham@loomissayles.com>
To: <wrightd@baycounty.net>

Date: 10/10/2011 9:23 AM

Subject: Bay County - Loomis Sayles Portfolio

CcC: <rpotter@beckerburke.com>

Good Morning Danear,

Hopefully you have today off and are enjoying the long weekend.

| am writing with a request. 1 was recently speaking with the portfolic manager for the Bay County Employees’
Retirement System Investment Grade Corporate Portfolio, Kurt Wagner, and he asked about the possibility of
changing the portfolio benchmark from the Barclay's Credit Index to the Barclay's Corporate Bond Index. We
would like to make the change because we feel the Barclay's Corporate Bond Index more accurately reflects the
mandate that we manage on behalf of the Retirement System. The Barclay's Credit index includes 20% of non-
corporate bond holding - sovereign bonds, taxable municipal bonds, foreign agency bonds and supranationals
{e.g. the International Monetary Fund). The components of the Barclay's Credit index have changed significantfy

since the account began in 1997.

Not only does the Barclay's Corporate Index more accurately reflect the type of portfolio we mange on behalf of
the Retirement System, but over time, it should be a more difficult benchmark for us to beat.

What do you think is the best way to make this change in the portfolio and how would the approval process work

with the Trustees? Please let me know what | can do to help explain further and facilitate the change in the
portfolio's benchmark index.

Please let me know if you have any questions.
Thanks.
Regards,

Todd

Todd A. Needham, CFA

Vice President, Client Portfolic Manager
Loomis, Sayles & Company

One Financial Center

Boston, MA 02111

(617) 960-2092
tneedham@loomissayles.com

lr 3
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From: Rick Potter <rpotter@beckerburke.com>
To: Danean Wright <wrightd@baycounty.net>
Date: 10/14/2011 2:18 PM

Subject: RE: Bay County - Loomis Sayles Portfolio
CcC: Jeff Black <jblack@beckerburke.com:>

Danaen-

The returns of the two indices are fairly close. His point about the proposed index being a better match has
some merit. | am Ok making this change.

Rick

From: Danean Wright [ mailto:wrightd@baycounty.net]
Sent: Friday, October 14, 2011 10:51 AM

To: Rick Potter

Cc: Jeff Black

Subject: Fwd: Bay County - Loomis Sayles Portfolio

Hi Rick,
I was talking to you other day regarding this e-mail. What are your thoughts on this?
Thanks

Danean

X,

file://C:\Documents and Settings\dwright\l.ocal Settings\Temp\XPgrpwise\4E9844BCCO... 10/31/2011
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10/31/2011
REFUNDS: FOR THE MONTH ENDIND OCTOBER 31, 2011

EMPLOYEE/BENEFICIAR CONTRIBUTIONS PROCESSED DEPARTMENT TERMINATION
REFUNDED ON TERMINATED DATE
Tucker, Toriano 2.797.07 10/18/11 BABH 08/31/11
TOTAL REFUNDS: 97.07
RETIREE CONTRIBUTIONS DEPARTMENT EFFECTIVE
TRANSFERRED DATE
Reimann, Rebecca 66,879.19 D.OA. 09/19/11
Gansser, Susan 89,476.26 Finance 09/17/11
DECEASED EMPLOYEE/ BENEFICIARY REFUND/ DATE/DEPARTMENT
RETIREE PENSION
Stark, Helen N/A Pension 10/02/11 Road Comm
NO REFUNDS ACCUMULATED UNION DATE
EMPLOYEE NAME CONTRIBUTIONS GROUP TERMINATED
Brissette, Rebecca 1,983.19 BMCF 08/12/11
Greania, Heather 2,644.86 BMCF 08/31/11
Killey, Katarina 315.02 BMCF 09/01/11
Mellon, Cristie 1,090.30 BMCF 08/14/11
Rase, Barbara 2,359.42 BMCF 08/02/11
Rooker, Megan 2,817.58 BMCF 08/12/11
Sommerfield, Kathy 4,677.10 BMCF 09/02/11
Vandervort, Veronica 1,994.28 BMCF 08/19/11

TOTAL NO REFUNDS

17.881.75
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Danean Wright - Thank you from Matt Bevin

3 Ry e

From:  Matthew Bevin <mbevin@integrityasset.com>
Date: 10/21/2011 3:48 PM
Subject: Thank you from Matt Bevin

Dear Friends;

Since the establishment of Integrity Asset Management in 2003, | have enjoyed and appreciated the
opportunity to work with you and so many others as we grew this firm from a simple idea, into a mature
investrent company. Our original intent was to build a firm that delivered excellence, with integrity, in
everything, at all times. We have worked every day since our inception to accomplish that mission and we
continue to deliver on that promise today.

As you are aware, Integrity became a wholly owned subsidiary of Munder Capital Management on December
31, 2010. That was an important day in the life of Integrity as we partnered with a larger, high quality
investment firm that brought increased administrative, legal, compliance and financial strength to our clients.
Most importantly, our partnership with Munder Capital provides the Integrity investment team with
continued independence, allowing them to focus exclusively on the task of investing the assets that have
been entrusted to their management. Never before have we been as robust in every area that matters most
to our clients and the consultants that advise them. | strongly believe that the future for Integrity Asset
Management is brighter than ever!

After much consideration, | have decided to step away from the firm. | will miss the day to day interaction
with my colleagues and the clients and consultants that we work with. | do so, however, with absolute
confidence that my partners, old and new, will be as committed as we have ever been to delivering on the
mission noted above.

On a professional front, | am delighted to maintain, by choice, a significant ownership stake in Munder Capital
Management. It is an organization that | am convinced has its very best days still to come and it is with great
anticipation that | look to the future as a partner in this world class firm.

On a personal front, | am also looking forward to spending some truly irreplaceable time with my family. As
many of you know, my wife and ! have five children between the ages of six and twelve. We have decided to
home school them this year as we travel across the United States. We are blessed to have this window of
opportunity and feel strongly that we should {eap through it.

in the days ahead, | will be working closely with my colleagues to transition any of my remaining
responsibilities that have not yet been assumed by others.

Should you need to reach us on any client related matter in the future, please contact Bill McNett
(bmcnett@integrityasset.com) or Wendy Kunze (wkunze@integrityasset.com). Should you need to reach me
on any non-business refated front, you can do so at mgbevin@bellscuth.net.

I ook forward to crossing paths with each of you again at some point down the road.
With gratitude and best regards,

Matt

713
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BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM

%, BAY COUNTY VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATION
BAY COUNTY BUILDING

515 CENTER AVENUE, SUITE 706
BAY CITY, MICHIGAN 48708-5128

BOARD OF TRUSTEES

Steven Gray

Chairperson

Richard Brzezinski

Ann Camenter

' Kim Coonan

THOMAS L. HICKNER William Deaton

Bay County Executive ) Shari Peltier

Matthew Peit

Tom Ryder

Thomas Starkweather

October 18, 2011 ADMINISTRATIVE STAFF

Sue Gansser
Danean Wright

(989) 895-4030
TDD (989) 895-4049
Ms. Beth Griper FAX (980) 895-4039
Mackay Shields
9 West 57% Street
New York, NY 10019
Dear Beth:

There is a need for the Bay County Employees” Retirement System to rebalance its asset
allocation therefore, I am requesting that Mackay Shields divest themselves of $1,000,000 (one-
million dolars) and deposit said cash within the System’s Short-Term Investment Fund Reserve
account at The Northern Trust Company no later than Wednesday, October 26, 2011.

Hf you have any questions or concerns regarding the above, please contact me at (989) 895-4030.

Sincerely,

BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM
Crystal Hebert

Finance Officer/Secretary

VIA E-MAIL -ORIGINAL TO BE SENT SURFACE MAIL
cc: Bay County Employees’ Retirement System Board of Trustees
Richard Potter, Becker Burke Associates

Bernard Walsh, The Northern Trust Company
Danean Wright, Retirement Adminstrator/Accountant

7Y




BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM

“%@. BAY COUNTY VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATION
BAY COUNTY BUILDING
; 515 CENTER AVENUE, SUITE 706
BAY CITY, MICHIGAN 48708-5128

BOARD OF TRUSTEES
Steven Gray
Chairperson
Richard Brzezinski
Ann Camenter
' Kim Coonan
THOMAS L. HICKNER William _Deat<'3n
Bay County Executive !\?ht?l? Pegfta;
atthew
Tom Ryder
Thomas Starkweather
October 18, 2011 ADMINISTRATIVE STAFF
Sue Gansser
Danean Wright
(959) 895-4030
T (989) 855-4049
. FAX (989) 895-4038
Mr, Pat McMenamin
Hotchkis & Wiley
725 S. Figueroa St. - 39" Floor
Los Angeles, CA 90017
Dear Pat:

There is a need for the Bay County Employees’ Retirement System to rebalance its asset
allocation therefore, I am requesting that Hotchkis & Wiley divest themselves of $1,000,000
(One-million doliars) and deposit said cash within the System’s Short-Term Investment Fund
Reserve account at The Northern Trust Company no later than Wednesday, October 26, 2011.

If you have any questions or concerns regarding the above, please contact me at (989) 895-4030.

Sincerely,

Www

Crystal Hebert
Finance Officer/Secretary

VIA E-MAIL -ORIGINAL TO BE SENT SURFACE MAIL

cc: Bay County Employees’ Retirement System Board of Trustees
Richard Potter, Becker Burke Associates
Bernard Walsh, The Northern Trust Company
Danean Wright, Retirement Administrator/Accountant




Bay County
Department of Water And Sewer

BOARD OF JAMES C. LILLO, PE.
ROAD COMMISSIONERS: 3933 PATTERSON ROAD, BAY CiTY, MICHIGAN 48706-1993 ENGINEER-MANAGER
TELEPHONE: (989) 684-3883 « FAX: {989) 684-5510 « TTY: {800) 649-3777
RICHARD 3. GROMASKI www.baycodws org 2600 E. BEAVER ROAD
Chairman THOMAS W. PAIGE, DIRECTOR KAWKAWLIN, MICHIGAN 48631
{989} 686-4610

EDWARD L. RIVET
Vice Chairman

MICHAEL G. RIVARD
Commissioner

October 18, 2011

Me: Danean Wright, Retirement
Bay County Building

515 Center Avenue, Suite 700
Bay City, MI 48708-5125

RE: Resolution Authorizing Notification adopted October 5, 2011by Bay
County Road Commission

Deat Ms. Wright,:

Enclosed s a Resolution Authorizing Notification as adopted by the Bay
County Board of County Road Commissioners on October 5, 2011. The Resolution
authorizes the Retirement System to disclose to the Director, or the Director's
designee, when a retirement date is determined and/or a written application is
submitted by an employee of the Department of Water and Sewer to the Bay County
Employees' Retitement System.

In the event of my absence, I hereby designate Jim Marter, DWS Accounting
Manager, to receive notification from the Bay County Employees' Retirement System
as provided in the Resolution of Notification.

Please contact me with any questions ot concerns. Thank you for your
assistance in this matter.

Respectfully,

Lsuar () Torgpe
Thomas W. Paige
Director

encl: 1

cc: Jim Marter, DWS Accounting Manager

1

This institution is an equal opportunity provider.




Resolution Authorizing Notification

Board of County Road Commissioners
County of Bay, Michigan

The following preamble and resolution were offered by Commussioner __ Rivet

WHEREAS, the Board of County Road Commissioners of the County of Bay s the designated
county agency pursuant to Public Act 342 of 1939, as amended, for the Bay County
Department of Water and Sewer; and,

WHEREAS, The Bay County Department of Water and Sewer (BCDWS) is 2 member of the
Bay County Employees’ Retirement System; and,

WHEREAS, the BCDWS finds it beneficial to the ongoing operations of the Department when
timely notified that an employee of the BCDWS has determined a retitement date and filed
an application of retirement with the Bay County Employees’ Retirement System.

NOW, THEREFORE, BE IT RESOLVED, that the Board of County Road Commussioners of
the County of Bay, as the designated county agency for the Bay County Department of
Water and Sewer, authorizes the administrator/accountant of the Bay County Employees'
Retirement System to disclose the retirement date of 2 BCDWS employee to the Director,
or the Director's designee, when a written application of retirement is submitted to the
administrator/accountant of the Bay County Employees' Retirement System;

BE IT FURTHER RESOLVED, that the disclosure to the Director, or the Director’s designee,
be provided as soon as possible by electronic mail or by first class mail after the refirement
date is determined and/or a written application is submitted to the Bay County Employees’
Retirement System by a BCDWS employee;

BE IT FINALLY RESOLVED, that the Boatd of County Road Commissioners of the County

of Bay and the Bay County Department of Water and Sewer sincerely appreciates the
efforts of the Bay County Employees' Retirement System in fulfilling this request.

AYES: Gromaski, Rivard, Rivet

N J:&YS :

RESOLUTION DECLARED ADOPTED.

Date: October 5, 2011

RiChard G?omask@ Chatrman of the Board

717




I hereby certify that the foregoing is a true and complete copy of a resolution adopted by
the Board of County Road Commissioners of the County of Bay, Michigan at a Regular Meeting
held on October 5, 2011, and that said meetng was conducted and public notice of said meeting
was given pursuant to and 1 full compliance with the Open Meeting Act, being Act 267, Public
Acts of Michigan, 1976, and that the minutes of said meeting were kept and will be or have been
made available as required by said Act.

e W

_]ackig McCarthy, Secretagf of the Board




| Agenda tem o, 1D |

BAY COUNTY ROAD COMMISSION
AGENDA INFORMATION SHEET

Subject: Resolution to Authorizing Retirement Notification

Date; 11/01/11 i o
’24")’

Reason for Board Consideration: Need Board approval for Resolution adoption puvesn

Facts and Analysis: Currently there is no provision in any of the labor contracts
(with the exception of SAPA} that require an employee to
inform the BCRC of their intent to retire and on what date.
Over the years a number of employees have, literally, came
to work and informed management staff that it was their
last day and announced they were retiring. Depending on -
the position the retiring employee held, this can put the
BCRC in & “bind”, especially if the position vacated requzres
a substantial amount of training. .

Therefore, in an atte;mpt to prevent this from happening in
the future, we are requesting review and eventual adoption
of the attached resolution. In summary, the resclution will
require the Bay County Employees’ Retirement System to.
inform the BCRC when an employee determines a
_fetzfement date and files the appropriate paperwork

Recommendad Action: Recewe and review i:he resolution for adcnho;, ata
future mesting.

ag e 2E . - . _".__,.,._“N} )
Submitted By: Jim Liflo, PE R
- s Iy

‘—-—\

Recommended for Board Approval; {
f e FﬁgsneﬁrmMmag@r

Date __ f":;’; ”-} 4 74 o ,

Comments:




Resolution Authorizing Notification

Board of County Road Commissioners
County of Bay, Michigan

The following preamble and resolution were offered by Commissioner Gromaski:

WHEREAS, The Bay County Road Commission (BCRC) is a member of the Bay County Employees'
Retirement System; and,

WHEREAS, the BCRC finds it beneficial to its ongoing operations when timely notified that an employee
of the BCRC has determined a retirement date and filed an application of retirement with the Bay
County Employees' Retirement System.

NOW, THEREFORE, BE IT RESOLVED, that the Board of County Road Commissioners of the County
of Bay, authorizes the administrator/accountant of the Bay County Employees' Retirement System to
disclose the retirement date of a BCRC employee to the Engineer-Manager, or the Engineer-
Manager’s designee, when- a written application of retirement is submitted to the
administrator/accountant of the Bay County Employees' Retirement System; '

BE IT FURTHER RESOLVED, that the disclosure to the Engineer-Manager, or the Engineer-Manager’s
designee, be provided as soon as possible by electronic mail or by first class mail after the retirement

date is determined and/or & written application is submitted to the Bay Caunty Employees Retlrement _
System by a BCRC employee;

BE IT FINALLY RESOLVED that the Board of County Road Commissioners of the County of Bay
apprec;ates the efforts of the Bay County Employees' Retirement System in fulfilling this request.

AYES: Gromaski, Rivet & Rivard

RESOLUTION DECLARED ADOPTED.

Date: November 2, 2011

Richard Gfé'maski, Chairman of the Board

I hereby certify that the foregoing is a true and complete copy of a resolution adopted by the Board
of County Road Commissioners of the County of Bay, Michigan at a Regular Meeting held on November
2, 2011, and that said meeting was conducted and public notice of said meeting was given pursuant to and
in full compliance with the Open Meeting Act, being Act 267, Public Acts of Michigan, 1976, and that the
minutes of said meeting were kept and will be or have been made available as required by said Act.

fpetst  piCondb
JackieUMcCarthy, Secretary &f the Board
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Doz 27, 2011
Board of Trustees,

L Robert C. Lee, an employee of the Sheriff Department, would like to request to purchase my
previous service credit from July 16, 1986 through December 31, 1990 and from April 1, 1991

thru September 4, 1991 for a total of four years and eleven months. I have all of the necessary
documents filed with Danean Wright, Retirement Administrator.

Thank you for your consideration in approving this purchase of this previous service time.
Sincerely,

i O

Ro¥ert C. Lee




01-Nov-11
Robert Lee

TOTAL AMOUNT OF TIME TO BUYBACK WOULD BE FOUR YEARS AND ELEVEN MONTHS
JULY 186, 1986 THRU DECEMBER 31, 1990 AND APRIL 1, 1991 THRU SEPTEMBER 4, 1991.

MR. LEE 'S REFUND JANUARY 31, 1991 $6,224.92
MR. LEE 'S REFUND NOVEMBER 12, 1991 602.78

$6,827.70
MULTIPLIED BY THE ACTUARY INTEREST FACTOR IN EFFECT UNTIL 7/01/2012 56254

AMOUNT OWED ONE YEAR FROM DATE OF APPROVAL OR PRIOR
TO RETIREMENT WHICHEVER IS EARLIER $35.017.66




PURCHASE OF MILITARY SERVICE CREDIT

EMPLOYEE NAME: _THOMAS DEWEY

DEPARTMENT

Bay Arenac Behavioral health

JOB TITLE

Client Services Specialist

DATE APPROVED BY PERSONNEL COMMITTEE

October 18, 2011

RESOLUTION NUMBER

3

TIME BEING PURCHASED

One year and seven months

ACTIVE MILITARY SERVICE:

FROM: July 30, 1970
TO: March 2, 1972

CERTIFIED COPY OF FORM DD214 ON FILE?

Yes

DOES APPLICANT HAVE MINIMUM OF 8 YEARS Yes
SERVICE CREDIT IN BAY COUNTY EMPLOYEE
RETIRE. SYSTEM?
AFFIDAVIT ON FILE DECLARING INELIGIBILITY TO | Yes
DRAW MILITARY PENSION?
GROSS EARNINGS ON DATE OF APPROVAL: $
ADJUSTMENTS TO GROSS EARNINGS FORTHIS | §
CALCULATION:

OVERTIME: 3
ESTIMATED GROSS ANNUAL COMPENSATION $48,181.80
5% OF GROSS ANNUAL COMPENSATION $2.409.09

YEARS & MONTHS OF MILITARY SERVICE BEING
PURCHASED

One year and seven months  ( 1.59)

AMOUNT DUE RETIREMENT SYSTEM

$3,830.46

PAYMENT MUST BE COMPLETED BY:

Qctober 18, 2012 or prior to retirement,
whichever is earlier

Prepared by: Danean Wright, Retirement Administrator/Accountant November 1, 2011

G\Retirement\RetMisc\Military Service Credit - Request to Purchase
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